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The Purchasing Power of Money: Its Determination and Re- 
lation to Credit, Interest, and Crises. By Irving Fisher, assisted 
by Harry G. Brown. New York, The Macmillan Company, 191 1. 
— xxii, 505 pp. 

" The main contentions of this book are at bottom simply a restate- 
ment and amplification of the old ' quantity theory ' of money " (page 
vii). In such fashion Professor Fisher sums up the results of an ex- 
tensive investigation, which is notable not less for originality than for 
thoroughness. 

In order to secure an effective line of attack upon his problem, 
the author uses what he described to the American Economic Associa- 
tion as an algebraic expression of the quantity theory. His " equation 
of exchange" — m v -j- m' v' = p t — means that the quantity of 
money in circulation, multiplied by its velocity of circulation, plus the 
quantity of deposits subject to check, multiplied by its velocity, equals 
the volume of trade, reckoned in physical units, at the general level of 
prices. After the style of his earlier books, Professor Fisher first elabo- 
rates an a priori proof of this equation , and then provides an inductive 
verification (page 276). The gist of the latter is a statistical investi- 
gation covering the years 1896 to 1909 in the United States. The 
P's in the equation, that is, the price levels, are computed for these 
years in two ways : first, directly from index numbers for the prices of 
commodities at wholesale, of stocks and of labor; second, indirectly, 
by striking the quotients of M v + T M - v ' . The two sets of results are 
found to agree closely with each other. The degree of correlation be- 
tween them is decidedly higher than that attained in the corresponding 
investigation by Professor Kemmerer. 

Pleased as he is by the neat outcome of his tables, Professor Fisher 
admits that the " results should be understood as a confirmation, not 
of the equation by the figures, but of the figures by the equation" 
(page 298). Indeed, the equation of exchange needs no inductive 
verification ; for it is no more than an algebraic statement of the 
truism that the sums of money and checks expended in buying goods 
during a year must equal the aggregate sums charged for goods. Aside 
from trifling exceptions, which may arise in connection with inter- 
national trade or with goods bought one year and paid for later, the 
equation is so obviously valid that to expend labor upon a statistical 
proof is a work of supererogation. 

In the course of these researches, however, Professor Fisher has 
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turned out several by-products which redeem his statistical work from 
futility. He has invented and applied an ingenious method of esti- 
mating the velocity of circulation of both money and checks. It ap- 
pears that the latter velocity is substantially double the former ; that 
the velocity of check circulation, at least, is accelerated by business 
prosperity and retarded by depression ; and that, apart from these 
cyclic oscillations, both velocities — particularly that of checks — have 
increased since 1896. Again, he has provided the first American esti- 
mates of the quantity of deposits subject to check. He has improved 
upon Kemmerer's general index number of the price level and upon 
the same investigator's estimate of the physical volume of trade. He 
has shown that the country's foreign commerce is less than one per 
cent of its domestic business. Finally, he has ventured a quantitative 
statement of the relative influence exercised by money , deposits , veloc- 
ities of circulation and volume of trade in determining the recent rise 
of prices. 

Marked as is the advance Professor Fisher has made in the quanti- 
tative treatment of these matters, his figures are susceptible of further 
improvement. For example, the reasons he assigns for omitting retail 
prices from his general index number (pages 226, 227) seem inade- 
quate ; his estimate of deposits subject to check can now be bettered 
by using Barnett's new tables of the number of banks other than 
national ; and his method of estimating the reserves of banks which do 
not report to the comptroller of the currency (page 433) is ill chosen. 
But these are minor points, and it is not probable that a revision of the 
detailed figures. would appreciably alter the general results. 

In the midst of the statistical verification , Professor Fisher candidly 
reminds the reader that " to establish the equation of exchange is not 
completely to establish the quantity theory of money, for the equation 
does not reveal which factors are causes and which effects " (page 
298). Of course, this problem of causation is the chief concern of 
one aiming " to set forth the principles determining the purchasing 
power of money." Accordingly, it forms the central theme of the first 
half of the book. The conclusion reached is that the level of prices 
' ' depends exclusively on five definite factors : ( 1 ) the volume of 
money in circulation ; (2) its velocity of circulation; (3) the volume 
of bank deposits subject to check; (4) its velocity; and (5) the vol- 
ume of trade " (page vii). That is : " The price level is normally the 
one absolutely passive element in the equation of exchange " (page 
172). The other five elements in the equation act upon the price 
level and upon each other and in turn are acted upon by a large num- 
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ber of outside factors. But the price level cannot normally act upon 
the other elements, nor can it be acted upon by any outside factor, 
save in so far as the latter modifies some one of the other elements in 
the equation. 

Great stress is laid in this discussion upon the word "normally." 
For, in sharp contrast to its strictly passive role in " periods of equi- 
librium," the price level is held to function actively as a cause during 
" periods of transition." When for any reason prices begin to rise, 
interest advances, but not fast enough to offset the decline in the pur- 
chasing power of the money in which loans are repaid. Borrowers 
therefore profit at the expense of lenders. Hence bank loans expand , 
and with loans deposits subject to check. The increased volume of 
this currency 

still further raises prices, a result accentuated by a rise in velocities though 
somewhat mitigated by an increase in trade. When interest has become 
adjusted to rising prices, and loans and deposits have reached the limit set 
for them by the bank reserves and other conditions, the fact that prices no 
longer are rising necessitates a new adjustment. Those whose business 
has been unduly extended now find the high rates of interest oppressive. 
Failures result, constituting a commercial crisis. A reaction sets in; a 
reverse movement is initiated. A fall of prices, once begun, tends to be 
accelerated for reasons exactly corresponding to those which operate in the 
opposite situation [page 73] . 

Normally, then, the price level " is controlled solely by the other 
elements [in the equation of exchange] and the causes antecedent to 
them, but exerts no control over them " (page 172). But in transi- 
tion periods fluctuations in the price level react upon the amount of 
deposit currency, affect the volume of trade, stimulate or retard the 
velocity of circulation and (to extend Professor Fisher's logic) influ- 
ence the quantity of bank notes, if not of other kinds of money in 
circulation (chapter iv). 

A critical reader cannot forbear to ask what is the relation between 
these periods of transition, when " abnormal oscillations" (page 70) 
occur, and the periods of equilibrium, when normal conditions obtain. 
He finds his answer in such statements as the following. The italics 
are not in the original text. 

While the pendulum is continually seeking a stable position, practically 
there is almost always some occurrence to prevent equilibrium. Oscilla- 
tions are set up which, though tending to be self-corrective, are continually 
perpetuated by fresh disturbances (page 70). 
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Since periods of transition are the rule and those of equilibrium the excep- 
tion, the mechanism of exchange is almost always in a dynamic rather than 
a static condition (page 71). 

The proposition that prices vary with money holds true only as between two 
imaginary periods, for each of which prices are stationary or are moving 
alike upward or downward and at the same rate (page 1 59). 

In such passages Professor Fisher suggests that what is normally true 
concerning the determination of prices is seldom true in fact. Most 
of the time — the reviewer believes all of the time — the price level both 
affects and is affected by the other elements in the equation of ex- 
change. The most serious blemish in Professor Fisher's theoretical 
work is that it thus represents that which is happening most of the time 
as " abnormal," and puts the stress upon conclusions concerning con- 
ditions which are admitted to occur but seldom. 

But this is a blemish only from the realistic viewpoint of one who 
seeks to understand the actual economic processes by which the pur- 
chasing power of money is determined. As a loyal devotee of the 
mechanical type of economic theory, Professor Fisher himself is not in 
the least troubled because his theory of the normal case is not a theory 
of the general run of the facts. As he puts it : " The tendency repre- 
sented in the quantity theory remains true , whatever happens to the 
other elements involved. ..." And he adds: "A scientific law is 
not a formulation of statistics or of history. It is a formulation of 
what holds true under given conditions " (page 320). To which one 
can only reply that we want most to know what holds true under the 
conditions which actually exist, and that for this purpose Professor 
Fisher's theory of the " abnormal oscillations " which occur in "transi- 
tion periods " is of more help than his theory of the normal case. 
Moreover, the common methodological excuse for using the normal 
case as a device to simplify in imagination the complex conditions of 
reality does not seem valid in the present instance ; for the author is 
able to discuss the intricate business processes of his "transition 
periods " without such artificial aid. Had he conducted the whole in- 
vestigation by the methods used in chapter iv, he might have made a 
contribution of the first order toward our understanding of contempor- 
ary economic life. 

To the reviewer, then, chapter iv is that portion of the book which 
most richly repays serious study. Not alone investigators concerned 
with the purchasing power of money but also those concerned with 
business cycles must give it close attention. To appraise the con- 
clusions justly within the space here available is impossible, because of 
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the wide scope of the problem and the originality of the treatment. 
But the question may be raised whether Professor Fisher might not im- 
prove his work by paying more attention to certain other factors simi- 
lar in character to the lagging adjustment of interest rates to changes 
in the price level. Is not the lagging adjustment in wages, upon which 
Veblen lays stress, at least equally important in breeding crises? Are 
not the dissimilar fluctuations in the prices of raw materials and fin- 
ished products to be taken into account? Are Sombart's suggestion 
concerning the prices of organic and inorganic products and Carver's 
suggestion concerning the prices of consumers' and producers' goods 
altogether wide of the mark? In fine, when an economist finds that 
differences between the fluctuations of the prices paid for commodities 
and the prices paid for loans affect the fluctuations in the purchasing 
power of money, can he stop short of looking for similar effects arising 
from lack of close adjustment between the fluctuations characteristic of 
other parts of the whole system of prices ? 

A third notable feature of the book remains to be mentioned. In 
the concluding chapter, Professor Fisher proposes a way of avoiding 
the ills which now result from variations in the purchasing power of 
money. His plan involves an ingenious " combination of the tabular 
standard with the principles of the gold-exchange standard " (page 
337). To describe the scheme adequately would require too much 
space, and a brief statement would not make clear its merits. No one 
interested in scientific monetary reform should neglect to read the 
whole discussion. 

Wesley C. Mitchell. 

University of California. 

Public Ownership of Telephones on the Continent of Europe. 
By A. N. Holcombe. Boston, Houghton, Mifflin and Company, 
1911. — 482 pp. 

This book (for which the author received the David A. Wells prize 
at Harvard University in the year 1909-10) has a much broader inter- 
est than might be inferred from the title. It is not concerned only 
with the question of public or private ownership ; it discusses questions 
of rates, service and business organization that are as important in con- 
nection with a system of private ownership under public regulation as 
with a system of public ownership. The book is of great value to any- 
one interested in the telephone industry from the viewpoint of public 
control. It bears evidence of careful research and investigation at first 
hand in the countries to which it relates. The author states that he 



